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Introduction and Audit Results 

 
Background 
 

Bishop Museum, a not-for-profit-organization located in Honolulu Hawaii, is a 
natural and cultural history museum founded in 1889 to honor the memory of Princess 
Bernice Pauahi Bishop, the last descendent of the Kamehameha royal family.  The 
Museum is organized into seven program areas:  Information Resources, Collections 
Management, Research, Consulting, Public Programs, Merchandising, and Hawaii 
Maritime Center.  Federal agencies fund programs in three of these areas, Collections 
Management, Research, and Public Programs.  As of the one-year period ending June 30, 
2000, Bishop Museum had about $12 million total expenditures, $4 million of which 
were expenses for Federal awards.  Of these Federal expenses, NSF awards constituted 
approximately $200,000, about 5 percent.  At the end of Bishop Museum’s June 30, 2000 
Fiscal Year (FY), NSF had six open awards.1  According to the Federal Cash 
Transactions Report as of the same date, the cumulative total NSF had disbursed on these 
awards was $1,046,492 and the unobligated balance was $100,259.   

 
NSF has acted for several years as the cognizant agency for negotiating and 

approving indirect costs rates on behalf of all Federal agencies.2  The NSF Cost Analysis 
and Audit Resolution Branch requested the Office of the Inspector General (OIG) to 
conduct an audit of Bishop Museum’s indirect costs to facilitate negotiation of an indirect 
cost rate.  The last indirect cost rate for Federal awards negotiated by Bishop and NSF, 
effective from 7/1/97 until amended, was a predetermined rate of 50.80 percent. 

 
Objective, Scope, and Methodology 
 
 We conducted a financial and compliance audit of Bishop Museum’s FY 2000 
indirect cost proposal in order to determine final indirect cost rate for that year and to 
assist NSF in determining whether Bishop Museum had a reliable methodology and 
process for proposing future indirect cost rates.  Our audit objectives were to determine 

                                                           
1 NSF awards included: OCE-9415948, DEB-9527915, DEB-9528025, DEB-9705494, EAR-706033, and 
DEB-9707928. 
 
2 OMB Circular A-122, Cost Principles for Non-Profit Organizations, Attachment A, Section E 1 a.  OMB 
Circular A-122, Attachment A, Section E 2 a states: 
 
 Unless different arrangements are agreed to by the agencies concerned, the Federal 

agency with the largest dollar value of awards with an organization will be 
designated as the cognizant agency for the negotiation and approval of the indirect 
cost rates. . . . Once an agency is assigned cognizance for a particular non-profit 
organization, the assignment will not be changed unless there is a major long-term 
shift in the dollar volume of the Federal awards to the organization. 
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whether Bishop Museum complied with Federal requirements in computing its indirect 
cost proposal and to evaluate the adequacy of Bishop Museum’s internal controls to 
administer, account for, and monitor indirect cost charges to Federal awards. 
 

The audit scope included a review of Bishop Museum’s proposed FY 2000 
indirect cost rate to determine whether the rate was based on reasonable, allocable, and 
allowable costs, and whether Bishop Museum had adequate controls to administer, 
account for, and monitor indirect costs in accordance with Federal cost principles and 
administrative requirements.  We tested Bishop Museum’s compliance with Federal 
requirements and the adequacy of its internal controls.  Specifically, we audited costs 
included in the indirect cost pool and in the direct cost base by testing a sample of 
transactions in the pool and the base and by reviewing the Museum’s timekeeping 
system.  We were on site from April 13, 2001 to April 24, 2001.  Subsequently, we 
requested and obtained additional documentation from the Museum to support its 
proposal. 
 

We conducted our review in accordance with the Comptroller General’s 
Government Auditing Standards, and accordingly included such tests of accounting 
records and other auditing procedures that we considered necessary to address the review 
objectives. 
 
Museum Response 
 
 We provided Bishop Museum with a draft of this report to allow officials the 
opportunity to review the report and provide written responses to the findings and 
recommendations.  We summarized Bishop Museum’s responses, which follow each 
recommendation.  The complete written response is included in the Appendix to this 
audit report.  We revised our report where appropriate, based on the Museum’s responses. 
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Summary Results of Audit  
 

Bishop Museum proposed an indirect cost rate of 55.34 percent for FY 2000, but 
our audit determined that the actual rate is 50.02 percent.  Based on Federal requirements, 
we questioned $534,929 of the $4 million of costs in Bishop’s indirect cost pool.3  We 
also found that the Museum overstated its $7.4 million direct cost base by $557,385 
because it included the full value of subcontracts,4 even though the NSF-negotiated 
indirect cost agreement required the Museum to include only the first $25,000 per 
contract.  In addition, we added $271,839 of expenses that benefited from the Museum’s 
indirect costs to the direct cost base.5  Combined, these adjustments decreased the direct 
cost base by $285,546 to $7.1 million.  Projecting the 5.32 percent difference between the 
audited and proposed rates into the future, we estimate that using the audited rate instead 
of the higher proposed rate would save the Federal Government $.6 million over a five-
year period.6  Our audit also found that Bishop Museum did not have adequate controls to 
account for and monitor indirect costs in accordance with Federal cost principles and 
administrative requirements.  Specifically, we noted a material internal control weakness, 
a reportable condition that is not a material weakness, and three compliance deficiencies, 
which collectively resulted in Bishop Museum’s overstated indirect cost rate. 
 

Contrary to Federal requirements, Bishop Museum included unallowable costs from 
seven financial accounts in its indirect cost pool, mistakenly omitted 10 activities from its 
direct cost base, included excessive subcontract costs in that base, and did not adequately 
document its valuation for voluntary service costs added to the base.  These errors 
occurred primarily because the Bishop Museum staff responsible for proposing an 
indirect cost rate did not fully understand the applicable Federal administrative 
requirements and cost principles.  This lack of understanding was manifested in so many 
facets of our audit that we have concluded that Bishop Museum has a systemic internal 
control weakness in the systems, policies, and procedures it uses to prepare indirect cost 
proposals. 

 
In addition, Bishop Museum’s allocation of indirect costs may not be equitable.  

Federal requirements state that if an organization’s indirect costs benefit its major 
functions to approximately the same degree, it may allocate indirect costs by a simplified 
method; and alternatively, if its indirect costs benefit its major functions in varying 
degrees, it would more accurately allocate indirect costs by a multiple allocation base 
method.  Bishop Museum uses the simplified method and thus calculates only one 
indirect cost rate.  However, since the Museum has many program areas/functions, this 
allocation of indirect costs may not be equitable.  For example, NSF funds primarily 
Research Programs; but although many of the Museum’s facilities, such as the 
Planetarium, benefit Public Programs not Research Programs, these large Public Program 

                                                           
3 See Schedule B. 
4 See Schedule D. 
5 See Schedule C-1. 
6 See Schedule A. 
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facility costs are incorporated into the single indirect cost rate.  Thus, the Museum’s use 
of a single rate may cause NSF and other Federal agencies that generally fund Research 
Programs to pay a disproportionate share of the Museum’s indirect costs.  Bishop does 
not separate Facilities from Administrative costs because it does not receive more than 
$10 million in Federal funding, the threshold at which the cost principles require a 
separate rate for each of these costs. 
 

We also questioned $46,326 of direct costs, of which $40,440 were excessive 
recoveries of fringe benefits and $5,886 were overcharges on program costs that required 
currency exchange reconciliation. 
 

To address the internal control weakness and compliance deficiencies, we 
recommend that the Directors of NSF’s Division of Acquisition and Cost Support 
(DACS) and Division of Grants and Agreements (DGA) require that the Bishop Museum 
develop policies and procedures for preparing indirect cost rate proposals and train its 
staff to prepare indirect cost proposals that comply with Federal requirements.  In 
addition, we recommend that if Bishop receives future NSF awards, the Directors should 
require the Museum to break out research as a function so that NSF does not pay for 
excessive Facility costs when it reimburses Bishop’s indirect costs on NSF awards.  We 
also recommend that the Directors require that Bishop Museum repay $46,326 of 
excessive direct and indirect costs to the Federal Government. 
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EXIT CONFERENCE 
 
 An exit telephone conference was conducted on January 8, 2003.  The findings on 
compliance and internal control and the adjustments to the indirect cost proposal were 
discussed.  The following participated in the telephone conference: 
 
For Bishop Museum: 
Mike Chinaka, Vice President, Treasurer, Chief Financial Officer  
Debra White, Program Support Manager/Controller, Information Resources Manager, 
Contracts Officer/Assistant Treasurer 
Anita DeMello, General Ledger Supervisor 
 
For the NSF Office of the Inspector General 
James Noeth, Senior Audit Manager 
Bandana Sen, Auditor 
Emily Woodruff, Attorney Advisor 
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Findings and Recommendations on Internal Control 
For the Year ended June 30, 2000 

 
 

Material Weakness 
 

The Office of Management and Budget (OMB) has promulgated administrative 
requirements and cost principles for recipients of Federal funds to follow in accounting 
for, documenting, and reporting indirect costs on Federal awards.  The cost principles for 
non-profits, OMB Circular A-122, consist of complex rules regarding the allowability of 
costs, the composition of the direct cost base, and various methods to use in proposing an 
indirect cost rate.  The Bishop Museum’s FY 2000 indirect cost proposal reflected a lack 
of understanding of these cost principles.  Specifically, the Museum included 
unallowable costs in the indirect cost pool; omitted certain costs, which should have been 
included in the direct cost base; and did not support its valuation of voluntary service 
costs with actual costs paid for regular employees for comparable volunteer work. 

 
In addition, the Museum submitted its FY 2000 indirect cost proposal based on 

total direct costs, not modified total direct costs, the method stipulated in prior negotiated 
rates,7 resulting in an inflated direct cost base.  Netting costs that Bishop Museum 
mistakenly included in its direct cost base from the costs that should have been included 
in the base, we subtracted a total of $285,546 from the direct cost base.8  As a combined 
result of overstating the indirect cost pool and the direct cost base, the Museum 
overstated the proposed indirect cost rate by 5.32 percentage points.  The errors occurred 
because the Bishop Museum accounting staff, like that of many non-profits, is small, 
responsible for multiple tasks, and did not have adequate training to prepare the indirect 
cost proposal.9  In addition, the Museum did not develop adequate written policies and 
procedures to prepare indirect cost rate proposals. 

 
Recommendation 

 
We recommend that the Directors of NSF’s Division of DACS and DGA require 

that Bishop Museum 1) develop written policies and procedures for preparing indirect 
cost proposals; and 2) train its accounting staff so that it develops sufficient expertise to 
prepare future indirect cost rate proposals that comply with all applicable Federal 
requirements, and 3) support its voluntary service costs with actual costs paid to regular 
employees for comparable volunteer work.  

 

                                                           
7 Modified total direct costs are total direct costs excluding capital expenditures, participant support, and 
subcontract costs exceeding $25,000. 
8 Additions to the direct cost base  $ 271,839 See Schedule C-1. 
   Subtractions from the direct cost base        ($557,385) See Schedule D. 
   Net reduction to the direct cost base           ($285,546) 
9 Non-profits traditionally have small, over-burdened accounting staffs, in contrast to larger organizations, 
where specific tasks, such as preparing an indirect cost proposal, might be handled by staff who become 
experts in this limited area.   
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Museum’s Response 
 

Bishop Museum agreed with the first two parts of this recommendation.  
Subsequent to its review of the draft audit report, the Museum also sent us a list of actual 
FY 2002 costs for volunteer service positions, and stated that the costs for FY 2000 were 
comparable. 
 
OIG’s Comment 
 

No further response is necessary.   
 
Reportable Condition (Non-Material Weakness) 
 
OMB Circular A-122, Attachment A, Section D 1 (b) states: 
 

Where an organization has several major functions which 
benefit from its indirect cost in varying degrees, allocation 
of indirect costs may require the accumulation of such costs 
into separate cost groupings which then are allocated 
individually to benefiting functions by means of a base that 
best measures the relative degree of benefit.    
 

OMB Circular A-122, Attachment A, Section D 5 states: 
 

When a particular segment of work . . .[under a single award 
or . . .  under a group of awards. . . .] is performed in an 
environment which appears to generate a significantly 
different level of indirect costs, provisions should be made 
for a separate indirect cost pool applicable to such work. 

 
To compute its indirect cost rate, Bishop Museum uses the simplified method, which 
combines all allowable indirect costs into one pool and divides that pool by a direct cost 
base.  However, Bishop has seven program areas, one of which is research, the area 
which NSF traditionally funds at the Museum.  The NSF awards do not use the 
Planetarium or areas of the Museum where artifacts such as spears are stored.  
Nevertheless, because the costs for these facilities are included in the Museum’s indirect 
cost pool, NSF pays a portion of these facility costs when it reimburses its indirect costs 
on specific NSF awards.  We believe that the Museum’s Public Program facility costs are 
greater than its Research Program facility costs and therefore, that NSF may be paying a 
disproportional amount of indirect costs for its research awards to Bishop.  The Museum 
has not computed an indirect cost rate by breaking research indirect costs into separate 
groupings, nor has it computed a special indirect cost rate for research, because it thinks 
the costs of these approach are too high and unnecessary.  
 
 
 



10 

Recommendation 
 
 We recommend that if NSF makes future research awards to Bishop, the Directors 
of NSF’s Divisions of DACS and DGA require the Museum to calculate indirect costs for 
research, either through the multiple allocation base method or by the computation of a 
special indirect cost rate. 
 
Museum’s Response 
 
 The costs to implement a multiple allocation base will exceed the benefits.  OMB 
Circular A-122 states that the simplified allocation method may be used when an 
organization’s major functions benefit from its indirect costs to approximately the same 
degree, which is the case for Bishop Museum.  Also, the Museum does not receive more 
than $10 million in Federal funding of direct costs and is therefore not required by OMB 
Circular A-122 to break out Facilities and Administrative costs.  Further, a majority of 
the costs in the indirect cost pool are administrative and would be allocable on a standard 
modified direct cost basis, and therefore, there would be insignificant differences in 
indirect costs allocated to discrete program areas.  Finally, during the last negotiation of 
the indirect cost rate with NSF, NSF requested that Bishop use the simplified allocation 
method. 
 
OIG’s Comment  
 
 Although we agree that Bishop Museum is not required to break out Facilities and 
Administrative costs because it receives less than $10 million a year in Federal funds, we 
disagree that its major functions benefit from its indirect costs to approximately the same 
degree.  To the contrary, we believe that the Museum has “several major functions which 
benefit from its indirect costs in varying degrees.”10  Therefore, we conclude that Bishop 
Museum should apportion indirect costs by accumulating them into separate cost 
groupings, allocate them individually to benefiting functions by means of a base which 
best measures the relative degree of benefit, and then distribute the indirect costs 
allocated to each function to individual awards by means of indirect cost rate.  NSF 
proposed the simplified allocation method during the last indirect cost rate negotiation 
because that negotiation was based on a desk review, not an on-site visit and an audit.  
During our site visit to the Museum and audit of Bishop’s FY 2000 indirect cost rate 
proposal, we found that NSF is reimbursing Bishop Museum for more that NSF’s fair 
share of indirect costs on NSF awards because NSF only funds research functions, but the 
indirect cost rate is based on indirect costs for seven functions and includes facility costs 
for buildings NSF awards do not use.  Thus, we reiterate our recommendation that if NSF 
makes future awards to Bishop Museum the Directors of NSF’s DACS and DGA should 
require Bishop to calculate indirect costs specifically for research, either through the use 
of the multiple allocation base method or by means of calculating a special indirect cost 
rate. 
 
 
                                                           
10 OMB Circular A-122, Attachment A, Section D 1 b. 
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Findings and Recommendations on Compliance 
For the Year ended June 30, 2000 

 
1.  Unallowable Costs in the Indirect Cost Pool 

 
 According to the applicable cost principles, certain costs are unallowable as 
charges to the Federal Government.  Bishop Museum’s indirect cost pool included the 
following specific costs, which are disallowed by these cost principles: 
 
• OMB Circular A-122, Attachment B, Paragraph 40 b states that gains or losses 

from the sale or exchange of property are unallowable.  Bishop Museum included 
$209,121 of costs associated with the loss on the sale of property in the indirect 
cost pool. 

 
• OMB Circular A-122, Attachment B, paragraph 11 c (2) states that depreciation 

will exclude the portion of the cost of buildings and equipment borne by the 
Federal Government.  Bishop Museum included $134,886 of depreciation costs 
for Government-funded assets in its indirect cost pool. 

 
• OMB Circular A-122, Attachment B, paragraph 23 c states that costs of 

investment counsel incurred to enhance income from investments are not 
allowable.  Bishop Museum included $107,268 of unallowable investment 
property expenses in its indirect cost pool. 

 
• OMB Circular A-122, Attachment B, paragraph 23 b states that fundraising costs 

are unallowable.  Bishop Museum included $46,128 of “Legal and Accounting” 
costs,11 and $6,538 of “Other Contracted Services” costs, both of which were 
fundraising costs, in its indirect cost pool. 

 
• OMB Circular A-122, Attachment B, paragraph 1, states that advertising costs are 

unallowable.  Due to an accounting error, Bishop Museum failed to exclude 
$27,940 of advertising costs from its indirect cost pool. 

 
• OMB Circular A-122, Attachment B, paragraph 14 states that entertainment costs 

are not allowable.  Bishop Museum included $3,048 of unallowable entertainment 
costs in its indirect cost pool. 

 
As a result of the inclusion of unallowable costs in its indirect cost pool, Bishop Museum 
overstated the pool by $534,929, and thus overstated its proposed indirect cost rate.  The 
Museum included unallowable costs in its indirect cost pool because it does not have any 
written policies and procedures to define and segregate unallowable costs and does not 
maintain separate account codes to record unallowable expenses.  In addition, Bishop 
Museum does not have separate accounts to record assets purchased by Government 
funds to ensure that the depreciation of these assets is not included in the indirect cost 
                                                           
11 Of the questioned $46,128 of Legal and Accounting costs in the pool, $40,094 were questioned because 
they were double-counted, not because they were unallowable under the cost principles. 
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pool.  Also, Bishop Museum did not understand the Federal cost principles requiring it to 
net investment losses from revenue generated by the investment property. 
 
Recommendation 
 
 We recommend that the Directors of NSF’s DACS and DGA require Bishop 
Museum to develop and implement written policies and procedures to segregate 
unallowable costs, and to maintain separate account codes in order to record unallowable 
expenses, including codes to segregate assets purchased by Government funds from other 
assets.   
 
Museum’s Response 
 

Bishop Museum generally agreed with our recommendation to improve policies 
and procedures to segregate unallowable costs, and to maintain separate account codes to 
record unallowable expenses, including codes to segregate assets purchased with 
Government funds from assets acquired with other revenue sources.  However, Bishop 
Museum objected to the draft report recommendation to net a portion of the revenues 
from Public Programs from the costs in the indirect cost pools, which we had done to 
compensate for the inclusion of the sizeable amount of costs from Public Program 
facilities NSF awards do not utilize.  The Museum also stated that $40,094 of the $46,128 
of questioned legal and accounting costs was not unallowable but double-counted, and 
that $2,232 of the $5,280 of questioned entertainment costs was allowable employee 
morale expense. 
 
OIG’s Comment 
 

Although we still believe that netting of a portion of Public Program revenues 
from the indirect cost pool would result in a more accurate apportionment of indirect 
costs associated with Research Programs, we have omitted netting in this report because 
the applicable cost principles do not explicitly authorize netting program income.  
Instead, we have addressed the issue of inequitable allocation of indirect costs 
prospectively in our recommendations on internal control.  However, we agree with 
Bishop Museum’s response to our identifying a portion of legal and accounting and 
entertainment expenses as questioned costs and have revised the audit report accordingly. 
 
2.  Other Direct Cost Base Adjustments 

 
OMB Circular A-122, Attachment A, Section A 2, states that to be allowable 

under an award, costs must be reasonable and allocable to the awards, and conform to 
exclusions in other sections of A-122.  However, although unallocable or unallowable 
costs cannot be charged to the Federal Government, they must be treated as direct costs in 
the direct cost base used to calculate the indirect cost rate under certain circumstances.   
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Specifically, OMB Circular A-122, Attachment A, section B 3 states: 
 

   The cost of certain activities are not allowable as charges to 
Federal awards. . . However, even though these costs are 
unallowable for purposes of computing charges to Federal 
awards, they nonetheless must be treated as direct costs for the 
purposes of determining indirect cost rates and be allocated their 
share of the organization’s indirect costs if they represent 
activities which (1) include the salaries of personnel, (2) occupy 
space, and (3) benefit from the organization’s indirect costs.  

 
Bishop Museum understated its direct cost base by $271,839 because it did not include 
unallocable costs, such as rental property expenses, or unallowable costs, such as 
entertainment and fundraising costs, in its direct cost base.  It did not do so because 
Bishop accounting staff overlooked the Federal requirement that certain activity costs 
that are unallowable as indirect costs should nevertheless be included in the direct cost 
base.  As a result of the exclusion of these costs from the direct cost base, Bishop 
Museum understated the direct cost base and overstated the indirect cost rate. 
 
Recommendation 
  

We recommend that the Directors of NSF’s Divisions of DACS and DGA ensure 
that Bishop Museum add to its direct cost base unallocable and unallowable activity costs 
that represent activities that include the salaries of personnel, occupy space, and benefit 
from the organization’s indirect costs. 
 
Museum’s Response 
 

Bishop Museum replied that $240,000 of the costs added to the base should not 
have been included because they represented an in-kind contribution that involved 
minimal support and oversight by Museum staff. 

 
OIG’s Comment 
 
 We have deleted the $240,000 of in-kind costs from the direct cost base.  No 
further response is necessary. 
 
3.  Use of Incorrect Direct Cost Base 
 
 When it negotiated its last indirect cost rate agreement for the Federal 
Government with Bishop Museum, NSF stated that the Museum’s rate was based on 
modified total direct costs (MTDC), which includes only the first $25,000 of subcontract 
costs.  Bishop Museum overstated its direct cost base by $557,385 because it did not 
deduct any subcontract costs.  Bishop did not use MTDC as its base for calculating its 
indirect cost rate because it overlooked this requirement in its negotiated rate agreement. 
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Recommendation 
 
 We recommend that the directors of NSF’s DACS and DGA require Bishop 
Museum to use the modified total direct cost base required by agreements negotiated with 
NSF as its base for calculating proposed indirect cost rates. 
 
Museum’s Response 
 
 Bishop Museum agreed with this recommendation. 
 
OIG’s Comment 
 

No further response is necessary. 
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Other Matters 

 
In our audit of the six open NSF awards, we found that in FY 2000 Bishop 

Museum had claimed a total of $46,326 excessive direct costs for fringe benefits and 
program costs that required currency exchanges.  We also found that the independent 
CPA firm that performed the single annual audit of Bishop Museum for FY 2000, as 
required by OMB Circular A-133,12 issued a Management Letter, which noted seven 
accounting issues for which the Museum needed to take corrective action. 

 
1.  Over-Recovery of Fringe Benefits and Associated Indirect Costs 

 
OMB Circular A-122, Attachment B, paragraph 7 f (1) states that fringe benefit 

costs are allowable, provided that such costs are charged on the basis of actual costs.  
Bishop Museum billed fringe benefits and associated indirect costs as direct costs to the 
Federal Government using its estimated fringe benefit rate of 35.51 percent, although the 
Museum calculated that its actual fringe benefit rate was 32.89 percent.13  Thus, for FY 
2000, the Museum over-billed the Federal Government for $40,440 on Federal awards.  
Bishop over-billed the Federal Government because it said that it used a fixed with carry 
forward method to adjust fringe benefits in future years. 
 
Recommendation 
 

We recommend that the NSF Divisions of DACS and DGA require Bishop to 
return $40,440 to the Federal Treasury.   
 
Museum’s Response 
 
 Bishop Museum stated that it uses the fixed with carry forward provision 
provided for in OMB Circular A-122 and would adjust the $40,440 in rates for future 
periods. 
 
OIG’s Comment 
 

The fixed with carry forward provision in OMB Circular A-122 applies to 
overhead rates, not to fringe benefit costs.  The applicable fringe benefit provisions in 
OMB Circular A-122 state that fringe benefits shall be charged on the basis of actual 
costs.  However, Bishop is proposing to use the actual rates from one year as the basis for 
the calculation of the next year’s rates.  We reiterate our recommendation. 
 
 
 
 
 
                                                           
12  OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. 
13 We did not audit this rate. 
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2.  Currency-Exchange Rates Too High 
 

OMB Circular A-122, Attachment A, Section A 2 states that to be allowable, 
costs must be reasonable and allocable to an award.  Bishop Museum made $42,000 of 
advances to researchers working in Papua New Guinea on award No. DEB-9707928, and 
included the $42,000 as part of the costs that NSF reimbursed.  The advances were based 
on costs previously incurred in Papua New Guinea Kina.  According to the conversion 
rates used on these advances, Bishop Museum over-recovered $5,886 on the exchanges 
between U.S. Dollars and the Kina.14  The over-recoveries occurred because Bishop staff 
intended to reconcile the exchanges from U.S. Dollars to expenses recorded in Kina only 
at the expiration of the award. 
 
Recommendation 
 
 We recommend that the Directors of NSF’s DACS and DGA require Bishop 
Museum to repay NSF for the $5,886 of over-charges on Award No. DEB-9707928. 
 
Museum’s Response 
 

Bishop Museum objected to our use of historical exchange rates to convert U.S. 
dollars to Kina and subsequently provided us with actual exchange rates used by its bank 
on the dates of the conversion. 
 
OIG’s Comment 
 

Our recommendation for the repayment of $5,886 now represents the actual 
amount of overcharges, using the incurred costs reported in Kina, the advance amounts in 
U.S. dollars, and the bank rates on the dates of the exchanges. 
 
3.  Prior Audit Findings 
 

Ernst and Young’s Management Letter of 3/21/01, issued in accordance 
with its FY 2000 A-133 audit of Bishop Museum disclosed the following: 
 

• Need to enforce current procedures to ensure timely preparation and 
review of payroll reconciliation. 

• Need to ensure that Unconditional Promises to Give and Contributions 
Received are recorded on a timely basis. 

• Need to develop a formal process to evaluate long-lived assets 
(particularly investment properties) in compliance with FASB 
Statement 121. 

• Need to ensure timely submission of performance reports and FCTRs. 
• Need to enforce procurement policy by requiring appropriate 

documentation for all items greater than $2,500. 

                                                           
14 See Schedule F. 
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• Need to revise bids and quotations policy to state explicitly the 
requirements of OMB Circular A-110, Subpart C, paragraph 44 (a), 
which states that “All recipients shall establish written procurement 
procedures. . . that provide. . . that (1) Recipients avoid purchasing 
unnecessary items.  (2) Where appropriate, an analysis is made of lease 
and purchase alternatives to determine which would be the most 
economical and practical procurement for the Federal Government.  

     (3) Solicitations for goods and services provide for [six listed    
      requirements].” 
• Need to maintain written documentation regarding sub-recipient 

monitoring. 
 
Recommendation 
 

We recommend that the Directors of NSF’s Divisions of DACS and DGA verify 
whether Bishop Museum has addressed all seven issues listed above, and if it has not, to 
take appropriate action to ensure that the Museum does adequately implement steps to 
address these management letter findings. 
 
Museum’s Response 
 

Bishop Museum states that it has addressed most of the recommendations in prior 
audit findings and that it is in the process of reviewing policies and procedures regarding 
the remaining finding, the evaluation of long-lived assets.  
 
OIG’s Comment 
 
 We reiterate our recommendation, and specifically recommend that NSF review 
the policies and procedures Bishop has developed for procurement, bids and quotations, 
subrecipient monitoring, documentation of unconditional promised to give and 
contributions received, and the evaluation of long-lived assets.  
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       Schedule A 
 

Bishop Museum 
Audit of Indirect Cost Rate Proposal 
For FY 2000 (ended June 30, 2000) 

Summary 
 

PROPOSED AND AUDITED INDIRECT COST RATES 
    
 Proposed Audited Schedule Reference 
    
Indirect Costs  $         4,075,246   $  3,540,317  B 
Total Direct Costs  $         7,363,353   $  7,635,192  C-1 
Modified Total Direct Costs   $  7,077,807  C-1 

Indirect Cost Rate           55.34%     50.02%  
    
    

PROJECTED COST SAVINGS TO THE FEDERAL GOVERNMENT 
(Funds Put To Better Use) 

    
Total Modified Direct Costs    
On All Federal Awards  $         2,236,669    
Indirect Costs at 55.34%  $         1,237,773    
Indirect Costs at 50.02%  $         1,118,782    
Cost Savings  $            118,991    
    
Cost Savings For 3 Years  $            356,972    
    

Cost Savings For 5 Years  $            594,954    
    
NOTE:    
The amount of FY 2000 modified total direct costs for the six NSF awards open as of the end of FY 2000  

is $128,417.  Thus, NSF's portion of the total is 5.7% (128,417/2,236,699 = .0574). 

    
 Claimed Modified    
Award Number Total Direct Costs   
    
DEB-9528025  $                       1,678    
DEB-9707928                    46,014    
EAR-9706603                              773    
DEB-9527915                         24,093    
DEB-9705494                         29,937    
OCE-9415948                         25,921    

TOTAL  $                   128,417    
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Schedule B 
Bishop Museum 

Indirect Cost Pool 
Fiscal Year ended June 30, 2000 

 
 
Cost Elements 

General 
Ledger15 

Voluntarily 
Excluded 

Claimed 
Overhead 

 
Questioned 

Audited 
Overhead 

Notes to 
Schedule B 

Total Salaries & Wages $2,097,472 $              0 $2,097,472 $              0 $2,097,472  
Total Employee Benefits 300,636 0 300,636 0 300,636  
Honoraria 300 0 300 0 300  
Advertising & Promotion 50,571 (22,631) 27,940 (27,940) 0 Note1 
Vehicle Expenses 25,901 0 25,901 0 25,901  
Bank Charges15 9,215 0 9,215 0 9,215  
Bad Debts 0 0 0 0 0  
Books & Periodicals 8,591 0 8,591 0 8,591  
Merchant Fees 9,042 0 9,042 0 9,042  
Other Contracted Services 53,997 0 53,997 (6,538) 47,459 Note 2 
Computer Costs 29,080 0 29,080 0 29,080  
Maintenance Contracts 61,612 0 61,612 0 61,612  
Depreciation 683,068 0 683,068 (134,886) 548,182 Note 3 
Dues & Memberships 23,399 0 23,399 0 23,399  
NHCAP Contracts 0 0 0 0 0  
Business Entertainment 12,872 (12,872) 0 0 0  
Equipment Rental 8,414 0 8,414 0 8,414  
Entertainment Services 62,831 0 62,831 (3,048) 59,783 Note 4 
Graphic Services 8,546 0 8,546 0 8,546  
Insurance 101,339 0 101,339 0 101,339  
Interest Expenses 27,469 (27,469) 0 0 0  
Late Charges 538 (538) 0 0 0  
Other License & Fees 49,810 (49,810) 0 0 0  
Minor Tools 1,012 0 1,012 0 1,012  
Exhibit Rental 0 0 0 0 0  
Photo Expenses 4,655 0 4,655 0 4,655  
Printing & Duplicating 138,918 (37,100) 101,818 0 101,818  
Legal & Accounting 208,051 0 208,051 (46,128) 161,923 Note 5 
Rent 30,390 0 30,390 0 30,390  
Recruiting Expenses 5,210 0 5,210 0 5,210  
Repair & Maintenance 65,781 0 65,781 0 65,781  
Commissions & Royalties 6 0 6 0 6  
Security 4,667 0 4,667 0 4,667  
Shipping & Mailing 48,774 0 48,774 0 48,774  
Supplies 95,881 0 95,881 0 95,881  
Taxes 50,350 0 50,350 0 50,350  
Telephone 63,626 0 63,626 0 63,626  
Travel 27,927 (7,900) 20,027 0 20,027  
Visa Charges (237) 0 (237) 0 (237)  
Electricity 263,153 0 263,153 0 263,153  
Other Utilities 24,056 0 24,056 0 24,056  
Seminars          4,588 0           4,588 0          4,588  
Meetings & Conferences          8,000 0          8,000 0          8,000  
Interdepartmental Charges             450 0             450 0             450  
Miscellaneous Expenses             241 (241) 0 0 0  
Future Losses                 0 0                 0 0                 0  
Capitalized Expenses     (26,755)                 0      (26,755)                 0      (26,755)  

Total Before Adjustments $4,643,446 $(158,561) $4,484,885 $(218,540) $4,266,345  
Marketing Expenses 0 0 (618,760) 0 (618,760)  
Loss on Sale of Property16 0 0 209,121 (209,121) 0 Note 6 
Expenses for Investment Prop.                 0                 0                 0    (107,268)    (107,268) Note 7 

Total Overhead Expenses $4,643,446 $(158,561) $4,075,246 $(534,929) $3,540,317  

                                                           
15 The General Ledger amount for Bank Charges is net of $(466) for a prior year adjustment. 
16 Adjustment made by Ernst & Young 
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Bishop Museum 
Notes to Schedule B 

 
Note 1 – Advertising 
 
OMB Circular A-122, Attachment B, paragraph 1 states that advertising costs are unallowable.  
Due to an accounting error, Bishop Museum failed to exclude $27,940 of advertising costs.   
 
OMB Circular A-122, Attachment A, Section B 1 states that direct costs "are those that can be 
identified specifically with a particular final cost objective . . . ."  Bishop Museum included 
$37,473 of promotional costs for its Native Hawaiian Culture and Arts Program in its indirect 
cost pool, although they are direct costs identified with this program. 
 

Account 
Number 

 
Department 

 
Amount 

0802100 Institutional $12,496 
0803100 Community Relations 602 
0808100 NHCAP BM Marketing   37,473 

 Subtotal $50,571 
   Bishop Voluntarily Excluded   22,631 

Total Questioned Costs $27,940 
 

Note 2 – Other Contracted Services 
 
OMB Circular A-122, Attachment B, paragraph 23 b states that fundraising costs are 
unallowable.  Per the Vice President and Treasurer of Bishop Museum, these contracted service 
costs were for fundraising and revenue generation. 
 

Account 
Number 

 
Department 

 
Description 

 
Amount 

0802100 Institutional Safeguard Services/Shopping Services/Ticket Booth $   176 
0802400 Museum Shops Safeguard Services/Admission/Gift Shop Services 83 
0807100 Planetarium and Education Visa Statement 44 
0805100 Amy Greenwell Garden Petty Cash/Visa Statement 258 
0809113 Puohala Village 11 and 14 Waipio Valley Consultation/Research 1,000 
0809116 Waipio Valley Appraisal Lease Fee   4,977 
  Total Questioned Costs $6,538 

 
Note 3 – Depreciation 
 
OMB Circular A-122, Attachment B, paragraph 11 c (2) states that computation of depreciation 
will exclude: "Any portion of the cost of buildings and equipment borne by or donated by the 
Federal Government . . . ."  Bishop Museum included depreciation of $134,886 on government-
funded assets in the indirect cost pool. 
 

Asset Acquired 
in Fiscal Year 

FY 2000 
Depreciation 

1964 $     6,000 
1994 13,170 
1995 1,755 
1996 40,027 
1997 14,417 
1998 40,972 
1999 18,263 
2000          283 

Total Questioned Costs $134,886 
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Bishop Museum 
Notes to Schedule B (Continued) 

 
 
Note 4 – Entertainment Services 
 
OMB Circular A-122, Attachment B, paragraph 14 states that in general entertainment costs are 
not allowable. 
 

 Date Amount 
Account # 0801100 (Executive Offices):   
 Bank of Hawaii / Sharon Munar 09/10/1999 $      31 
 Coffee, Shortbread 09/30/1999 41 
 Milano Music Box 09/30/1999 29 
 Kahala Caterers Luncheon 10/08/1999 271 
 The Pacific Club / Business Breakfast, Luncheons, Dinners 11/10/1999 59 
 The Pacific Club / Business Breakfast, Luncheons, Dinners 12/10/1999 53 
 Christmas Cards 12/31/1999 10 
 Christmas Cards, Coffee, Mug, Shortbread, Macadamia Nuts 12/31/1999 38 
 Kahala Caterers Luncheon 01/10/2000 240 
 The Pacific Club Monthly Dues/Business Breakfast, Luncheons, Dinners 01/14/2000 187 
 Aloha Rentals / Table Round, Cloth Bqt, Cloth Round 01/21/2000 331 
 Sharon Munar / Expense Reimbursement 01/28/2000 27 
 Interdepartmental Transfers Between Units for January 2000 01/31/2000 4 
 Kahala Caterers Correction 01/31/2000 (240) 
 Aloha Rentals Correction 01/31/2000 (331) 
 Pacific Club Correction 01/31/2000 (187) 
 Life and Times of John Young 02/29/2000 16 
 Kahala Caterers Luncheon 03/13/2000 240 
 National Air & Space Co-Sponsored Breakfast at Smithsonian 04/14/2000 750 
 Bank of Hawaii 05/30/2000 208 
 Bank of Hawaii 06/30/2000 16 
 Bank of Hawaii 06/30/2000        78 

Subtotal – Account # 0801100 $1,870 
   
Account # 0802200 (Facilities Support):   
 Zippy’s Restaurant Danish, etc. 11/08/1999 $34 

Subtotal – Account # 0802200 $34 
   
Account # 0802300 (Human Resources):   
 Wilson Food Service Pork Shoulder 07/30/1999 $      79 
 Bank of Hawaii / Sharon Munar 09/10/1999 284 
 Bank of Hawaii 01/21/2000 339 
 Key Fullerton / Expense Reimbursement 06/23/2000 51 
 Wilson Food Service Pork Shoulder 06/23/2000 58 
 Accrue Visa Charges in FY 2000 06/30/2000 237 
 Bank of Hawaii 06/30/2000        59 

Subtotal – Account # 0802300 $1,143 
   

Total Questioned Costs $3,048 
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Bishop Museum 
Notes to Schedule B (Continued) 

 
Note 5 – Legal and Accounting 
 
OMB Circular A-122, Attachment B, paragraph 23 b, states "Costs of . . . Expenses incurred 
solely to raise capital or obtain contributions are unallowable."   OMB Circular A-122, 
Attachment B, paragraph 23 c, states:  "Costs of investment counsel and staff and similar 
expenses incurred solely to enhance income from investments are unallowable."  Bishop 
Museum claimed $6,034 of unallowable legal and accounting (but not Ernst and Young) costs: 
$4,685 to obtain funding from the Bishop Trust, and $1,349 for management of the museum's 
properties. 
 
OMB Circular A-110, Section 21 (b) (1) states that recipients of Federal funds shall have 
financial management systems that provide accurate financial records.  Bishop Museum included 
$40,094 of excess charges in its Legal and Accounting accounts, in part because it counted fees 
to Ernst and Young both as accruals and when paid. 
 

 Date Amount 
Unallowable Legal and Professional (not Ernst and Young)   
(Account # 0802100)   
 Goodsill, Anderson, etc. (re: Charles Bishop Trust) 07/30/1999 $2,562 
 Goodsill, Anderson, etc. (re: Charles Bishop Trust) 10/15/1999 2,124 
 Reinwald O’Connor (re: Leases) 11/15/1999 317 
 Reinwald O’Connor (re: Trust) 12/20/1999 138 
 Reinwald O’Connor (re: Land Court – Property Issues) 12/20/1999 683 
 Reinwald O’Connor (re: Land Court – Property Issues) 03/14/2000      210 

Subtotal - Unallowable Legal and Professional $6,034 
   

Excessive Legal, Professional, and Accounting  
 Total Claimed  $208,051 
 Legal and Professional Services   (86,957) 
 Booked and Accrued Accounting Expenses  $121,094 
 Total Invoiced Accounting Expenses   (81,000) 

Subtotal – Excessive Legal, Professional, and Accounting $ 40,094 
   

Total Questioned Costs $46,128 
 

 
Note 6 – Loss on Sale of Property 
 
OMB Circular A-122, Attachment B, paragraph 40, b states:  "Gains or losses. . . arising from 
the sale or exchange of property . . . shall be excluded in computing award costs." 
 
Bishop Museum included $209,121 of costs associated with loss on the sale of property in the 
overhead pool.  As a result, the overhead pool and overhead rate were overstated.  The inclusion 
of $209,121 in the overhead pool for loss on the sale of property occurred because Bishop's CPA 
auditor, Ernst & Young, made an overhead pool adjustment of $209,121 for impairment loss 
related to one of the museum's investment properties (FY 2000, A-133 Audit Report, p.13). 
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Bishop Museum 
Notes to Schedule B (Continued) 

 
Note 7 – Investment Property Expenses 
 
OMB Circular A-122, Attachment B, paragraph 23 c states:  Costs . .. incurred solely to enhance 
income from investments  are not allowable."   The following expenses are unallowable: 
 

Account # 0809112   
 Bank Charges $3,085  
 Legal and Accounting 8,356  
 Taxes   2,134  

Subtotal - 0809112 $  13,575 
   
Account # 0809113   
 Salaries: Project $    626  
 Salaries: Overhead 865  
 Allocated Fringe Benefits 530  
 Bank Charges 364  
 Other Contracted Services 1,000  
 Legal and Accounting 3,518  
 Taxes – Property 12,131  
 Taxes – Excise 271  
 Travel      191  

Subtotal – 0809113 19,495 
   
Account # 0809114   
 Bank Charges $  47  
 Legal and Accounting 952  
 Taxes – Property 200  
 Taxes – Excise    28  

Subtotal – 0809114 1,226 
   
Account # 0809115   
 Taxes – Property $3,390  
 Taxes – Excise     286  

Subtotal – 0809115 3,675 
   
Account # 0809116   
 Bank Charges $  1,875  
 Other Contracted Services 4,977  
 Legal and Accounting 38,648  
 Taxes – Excise     710  

Subtotal – 0809116 46,210 
   
Account # 0809117   
 Bank Charges $      65  
 Interest 27,466  
 Late Charges 12  
 Taxes – Property 22,969  
 Taxes – Excise        40  

Subtotal – 0809117     50,553 
   
Total Rental Property-Related Costs $134,734 
Less: Interest Charges Voluntarily Deducted   (27,466) 
Total Questioned Rental Property-Related Costs $107,268 
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Schedule C-1 
Bishop Museum  

Adjustments to the Direct-Cost Base 
FY 2000 (Ending June 30, 2000) 

 
Total Direct Costs Adjustment 

 
    

Direct Expenses  Per Proposal Notes 
Program     

 Information Services   $  205,031   

 Collections Management  603,646   

 Research  1,056,331   

 Consulting  535,748   

 Public  2,833,362   

 Merchandising  374,963   

 Hawaii Maritime Center  800,662   

 Marketing, Development, Public Relations  618,760   

 Volunteer Service Costs       334,850   
TOTAL  $7,363,353   

     

Additions to Direct Cost Base   Per Audit   
 Questioned Activity Costs  $150,828  See Schedule C-2 
 Unallowable Activity Expenses    121,011  See Schedule C-2 

 Total Adjustments  $271,839   
     

Audit Determined Total Direct Costs  $7,635,192  
     
     
Adjustment from Total Direct Costs to Modified Total Direct Costs 
     

Direct Expenses  Per Audit Notes 
Total Direct Costs (Adjusted)  $7,635,192   
Subcontract Costs Adjustment         (557,385)  See Schedule D 

Modified Total Direct Costs  $7,077,807   
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Schedule C-2 
Bishop Museum 

Adjustments to the Allocation Base 
 

OMB Circular A-122, Attachment B, paragraph 23 d states:  "Fundraising and investment 
activities shall be allocated an appropriate share of indirect costs under the conditions 
described in subparagraph B.3 of Attachment A." 
 
OMB Circular A-122, Attachment A, section B 3 states:  "The costs of certain activities 
are not allowable as charges to Federal awards . . . However, even though these cost are 
unallowable for purposes of computing charges to Federal awards, they nonetheless must 
be treated as direct costs for purposes of determining indirect cost rates and be allocated 
their share of the organization's direct costs if they represent activities which (1) include 
the salaries of personnel, (2) occupy space, and (3) benefit from the organization’s 
indirect costs." 
 
I. Unallowable Activities, Which Should Have Been Included in the Base 
 

Of the $534,929 of unallowable indirect cost expenses deducted from the indirect cost 
pool (see Schedule B), the following costs should be allocated to the direct cost base 
because they were incurred to generate revenue and/or benefit from the organization's 
indirect costs. 

 
Rental Property and Related Expenses  $107,268  See Note 7  to Schedule B 
Legal and Accounting Expenses  6,034  See Note 5  to Schedule B 
Advertising Expenses  27,940  See Note 1  to Schedule B 
Entertainment Expenses  3,048  See Note 4  to Schedule B 
Other Contract Services       6,538  See Note 2  to Schedule B 

TOTAL SECTION I  $150,828   
 
II. Voluntarily Deleted Unallowable Activity Expenses, Which Should Have Been 

Included in the Base 
 

The following costs were direct-activity costs that were unallowable, but which 
constitute functions and activities which should incur their fair shares of indirect 
costs. 

 
Advertising  $81,727  See Schedule C-3 
Business Entertainment  10,724  See Schedule C-3 
Miscellaneous  749  See Schedule C-3 
Shipping  20,522  See Schedule C-3 
Supplies  6,089  See Schedule C-3 
Travel  1,200  See Schedule C-3 

TOTAL SECTION II  $121,011   
 
TOTAL ADJUSTMENTS TO DIRECT COST BASE $271,839 
(Section I + Section II)  
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Schedule C-3 
Page 1 of 2 

 
Bishop Museum 

Voluntarily Deleted Unallowable Activity Expenses, 
Which Should Have Been Included In The Base 

 
 

OMB Circular A-122, Attachment A, Section B 3 states that certain unallowable costs, such as 
fundraising, should be treated as direct costs for purposes of determining indirect cost rates.  
Bishop Museum deleted these costs but did not add them back to the base.  Thus, the following 
advertising costs (costs used to raise revenues) are added back to the direct cost base. 
 

Advertising  Cash  In-Kind  Total  
Object Code 521        
Note:  Advertising was misstated; and according to a correction received on 
11/26/2002, the actual account totals are as follows: 
        
Public  $22,507  $27,940  $  50,447  
Merchandising  7,261  0  7,261  
Hawaii Maritime Center  1,388  0  1,388  
Overhead    50,571             0      50,571  

Subtotal  $81,727  $27,940  $109,667  
        
Previously added back       (27,940) Schedule C-2 

Total Addition to Direct Cost Base  $  81,727  
 
OMB Circular A-122, Attachment B, paragraph 14 states that "[c]osts of amusement, diversion, 
social activities, ceremonials, and costs relating thereto, such as meals, lodging, rentals, 
transportation, and gratuities are unallowable." 
 
OMB Circular A-122, Attachment A, paragraph B 3 states:  "The cost of certain activities are 
not allowable as charges to Federal awards. . . However . . . they must be treated as direct costs 
for purposes of determining indirect cost rates and be allocated their share of the organization's 
indirect costs if they represent activities which (1) include the salaries of personnel, (2) occupy 
space, and (3) benefit from the organization's indirect costs." 
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Schedule C-3 
Page 2 of 2 

 
Bishop Museum 

Voluntarily Deleted Unallowable Activity Expenses, 
Which Should Have Been Included In The Base 

 
Bishop Museum voluntarily deleted the following costs, but did not add them to the direct cost 
base. 
 
Business Entertainment   
Object Code 541   
 Program  Amount 
 Collections Management  $       77 
 Research  8 
 Consulting  565 
 Public  8,044 
 Merchandising  1,568 
 Hawaii Maritime Center  462 
 Total  $10,724 
    
Miscellaneous   
Object Code 599   
 Account  Amount 
 0203003 (Proposal Development)  $       36 
 0301032 (General Unrestricted)  32 
 0302010 (PBS General Unrestricted)  20 
 0306010 (Proposal Development)  36 
 0406004 (Proposals)  61 
 0501007 (Planetarium Daily Programs)  (1,500) 
 0501011 (NHCAP Waikiki Exhibit)  6 
 0504004 (NASA II Explorers Project)  (104) 
 0504005 (Bretzlaff Foundation Endowment)  3 
 0504013 (NASA III Explorers Conference Center)  280 
 0701001 (Maritime Museum)  1,877 
 Total  $     749 
    
Shipping   
Object Code 567   
 Program  Amount 
 Public Program  $20,522 
 Total  $20,522 
    
Supplies   
Object Code 568   
 Program  Amount 
 Hawaii Maritime Center  $  6,089 
 Total  $  6,089 
    
Travel   
Object Code 574   
 Program  Amount 
 Public Program  $  1,200 
 Total  $  1,200 
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Schedule D  
Page 1 of 3   

Bishop Museum 
Schedule of Contracted Services 

For Fiscal Year Ended June 30, 2000 
 

 
 

Vendor 
Number 

  
 
 

Vendor 

 Related 
to a 

Federal 
Program?

 
 

Funding
Agency 

  
Total 

Contract
Amount

  
 

FY 96 – FY 99 
Expenditures 

  
 

FY 00 
Expenditures

  
Excluded
from O/H

Base** 
Federal Subawards             

10147  Clifford Meyer  Yes  NHCAP  *  0  498  0
2572  Woods Hole Oceanographic Inst  Yes  NSF  *  1,024  2,461  0
3464  Mountain Apple Co  Yes  NHCAP  *  0  333  0
3810  Jacunski & Kraus Tree Works Inc  Yes  NHCAP  *  0  313  0
4018  Betty Lou Kam  Yes  NHCAP  *  0  180  0
4148  KINE 105 FM  Yes  NHCAP  *  667  29  0
4949  Michaud, Peter  Yes  NASA  *  0  5,208  0
5533  Pace Art Conversation Enterprises Inc  Yes  NHCAP  *  0  521  0
5558  Pacific Focus  Yes  NASA  *  11,349  1,564  0
5621  Pacific Science Center  Yes  NASA  4,500  3,000  1,500  0
5829  Dept of Education, State of Hawaii  Yes  NASA  64,000  28,800  35,200  35,200
6447  SMS Research & Marketing Service  Yes  NASA  40,417  5,125  5,292  0
6447  SMS Research & Marketing Service  Yes  NASA  10,879  0  10,879  0
648  Coria, David Luis  Yes  NASA  28,646  0  13,750  0

6868  Simmons, Jim  Yes  NHCAP  1,730  0  1,730  0
7114  University of Hawaii  Yes  NASA  55,309  0  24,853  0
7114  University of Hawaii  Yes  NSF  19,440  0  19,440  0
7223  Xerox Corp  Yes  NASA  *  0  226  0
7625  University of Hawaii  Yes  NHCAP  5,000  0  5,000  0
7660  Rowland Reeve  Yes  NHCAP  9,060  1,500  7,560  0
8561  Natural History Museum  Yes  USFWS  6,000  0  6,000  0
8626  Barnes, Judith  Yes  NASA  4,500  3,000  1,500  0
8627  Bordine, Sharon  Yes  NASA  4,500  3,000  1,500  0
8628  Manning, James  Yes  NASA  4,500  3,000  1,500  0
8629  Meech, Dr. Karen  Yes  NASA  4,500  3,000  1,500  0
8630  O’Leary, James  Yes  NASA  4,500  3,000  1,500  0
8633  Stoke, John  Yes  NASA  4,500  3,000  1,500  0
9128  Goto Optical Mfg Co  Yes  NASA  15,500  0  15,500  0
9163  Discovery Place  Yes  NASA  2,000  0  2,000  0
9385  Ralph Krause  Yes  NASA  *  0  403  0
9407  Shantell Ching  Yes  NHCAP  *  300  940  0
7451  Kahauanu Lake Trio Corp  Yes  NHCAP  10,500  0  10,500  0
7456  Na’alehu Anthony  Yes  NASA  19,200  0  13,000  0
9520  Stratos  Yes  NASA  *  0  31,492  6,492
9559  Leah Kihara  Yes  NASA  *  0  3,105  0
9607  Big Island Brochure  Yes  NHCAP  *  0  651  0
9657  University of Hawaii  Yes  NASA  *  0  435,282  410,282
9660  Video Lab Inc  Yes  NASA  *  0  406  0
9679  Lisel Hilson  Yes  NHCAP  *  0  2,200  0
9718  Steven Fredrick  Yes  NHCAP  *  0  500  0
9755  Carats & Karats  Yes  NHCAP  *  0  272  0
9770  MEI  Yes  NHCAP  *  0  781  0
9781  John Keola Lake  Yes  NHCAP  4,000  0  4,000  0

  Total Federal Subawards  $293,180  $69,764  $672,567  $451,974
Non-Federal Subawards           

10313  Manoa Catering Co  No  N/A  *  12,188  9,912  0
1081  Cabral, Kealoha Kalama  No  N/A  *  51,950  30,160  30,160
1154  Cassidy & Assoc  No  N/A  30,000  0  30,000  5,000
1247  Bill Char  No  N/A  *  0  560  0
1350  Cindy’s Lei Shoppe  No  N/A  *  0  890  0
2021  Anna Stone  No  N/A  *  12,581  19,700  0
2260  Fisher, Rawleen  No  N/A  *  8,986  7,790  0
2469  RCUH (Sakamaki Hall)  No  N/A  46,243  0  23,010  0
247  Allison, Allen  No  N/A  *  156  468  0

2743  Hallstrom Appraisal Group I  No  N/A  *  0  4,977  0
3029  E. Kalani Flores  No  N/A  *  0  500  0
3467  Int’l Archaeological Research Inst  No  N/A  *  0  644  0
350  Joe Solem Photography  No  N/A  *  881  1,517  0

3610  Agricultural Diagnostic Svc  No  N/A  *  3,900  1,965  0
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Schedule D  
Page 2 of 3   

Bishop Museum 
Schedule of Contracted Services 

For Fiscal Year Ended June 30, 2000 
 

 
 

Vendor 
Number 

  
 
 

Vendor 

 Related 
to a 

Federal 
Program?

 
 

Funding
Agency 

  
Total 

Contract
Amount

  
 

FY 96 – FY 99 
Expenditures 

  
 

FY 00 
Expenditures

  
Excluded
from O/H

Base** 
4278  Kooistra, John  No  N/A  *  17,785  4,751  0
4294  Susan Kodani  No  N/A  *  0  3,000  0
4778  Malloy Lithographing Inc  No  N/A  *  120  120  0
4992  Kenneth Miller  No  N/A  27,783  0  4,838  0
5064  Montgomery, Steve  No  N/A  *  4,458  2,294  0
5373  OCLC Inc  No  N/A  *  5,409  501  0
5758  Custom Audio  No  N/A  *  832  78  0
6324  Roberts Hawaii  No  N/A  *  466  373  0
6447  SMS Research & Marketing  No  N/A  8,288  0  8,288  0
6868  Simmons, Jim  No  N/A  2,966  0  2,966  0
6974  Dr. Fred Stone & Assoc  No  N/A  *  1,500  3,200  0
7114  University of Hawaii  No  N/A  25,111  0  14,272  0
7114  University of Hawaii  No  N/A  38,572  0  18,352  0
728  Bank of Hawaii  No  N/A  *  0  2,084  0

7507  Nalu Kukea  No  N/A  *  5,175  2,860  0
7531  Uni-Check  No  N/A  *  6,779  1,294  0
7625  University of Hawaii  No  N/A  15,411  0  15,411  0
7817  Gushiken, Calvin  No  N/A  *  650  234  0
8032  Bob’s Bar-B-Que  No  N/A  *  32,232  61,409  61,409
8080  Sylmon Corp  No  N/A  *  49,329  212  0
814  Beta Analytic Inc  No  N/A  *  14,305  2,681  0

8184  Young, Joan  No  N/A  *  19,760  9,840  0
8370  Rego, Manuel  No  N/A  *  40  77  0
8436  JalPak Int’l Hawaii  No  N/A  *  0  14  0
8601  Office of Research Services  No  N/A  5,890  0  5,890  0
8657  Dela Cruz, Michael  No  N/A  *  26,325  260  0
8870  Charley’s Taxi & Tours  No  N/A  *  836  3,567  0
8932  Abiva, Alfred  No  N/A  *  0  300  0
9060  RCUH Project #1104-19  No  N/A  *  0  980  0
9060  RCUH Project #1104-19  No  N/A  34,720  0  34,720  0
913  P.C. Heemstra  No  N/A  *  0  150  0

9258  Pizza Hut  No  N/A  *  0  9,290  0
9275  Melaine Toro  No  N/A  *  50  50  0
9276  Manu Kanongataa  No  N/A  *  50  50  0
9277  David Molina Jr  No  N/A  *  50  50  0
9337  Friends of Iolani Palace  No  N/A  *  7,478  22,978  0
9344  Olsten Staffing Svcs Inc  No  N/A  *  575  2,563  0
9365  Aloha State Tour & Transp Co Ltd  No  N/A  *  92  570  0
9416  Suzanne Fish  No  N/A  *  4,600  595  0
9433  Mason Architects Inc  No  N/A  33,842  0  33,842  8,840
9436  Ken Furukawa  No  N/A  *  0  120  0
9471  David Cheever Marketing  No  N/A  *  0  2,188  0
9486  Kelson Poepoe  No  N/A  *  0  384  0
9487  Kanoho Helm  No  N/A  *  0  96  0
9507  Shane Pomaikai Kaeo  No  N/A  *  0  1,810  0
9537  Raquel Brown  No  N/A  *  0  2,700  0
9549  Brion Chang  No  N/A  *  0  200  0
9550  Pupuka Productions  No  N/A  *  0  350  0
9554  Alan Akaka  No  N/A  *  0  350  0
9609  Kim Martz  No  N/A  *  0  2,186  0
9610  Forest Starr  No  N/A  *  0  2,216  0
9634  Marts & Lundy Inc  No  N/A  *  0  10,865  0
9669  Debbie Richards  No  N/A  *  0  100  0
9710  Safeguard Services Inc  No  N/A  *  0  599  0
9739  Univ of Southern Calif Biology Dept  No  N/A  *  0  700  0
9744  Washington Place Foundation  No  N/A  51,823  0  11,363  0
9753  Gary Hofheimer Photography  No  N/A  *  0  911  0
9762  Golden Plate Inc  No  N/A  *  0  19  0
9764  Lance Ka’anoi  No  N/A  *  0  1,700  0
9793  Douglas Genovia  No  N/A  *  0  1,000  0
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Schedule D  
Page 3 of 3   

Bishop Museum 
Schedule of Contracted Services 

For Fiscal Year Ended June 30, 2000 
 

 
 

Vendor 
Number 

  
 
 

Vendor 

 Related 
to a 

Federal 
Program?

 
 

Funding
Agency 

  
Total 

Contract
Amount

  
 

FY 96 – FY 99 
Expenditures 

  
 

FY 00 
Expenditures

  
Excluded
from O/H

Base** 
9797  B & W Photography Inc  No  N/A  *  0  500  0
AR  BTG Inc (0403020)  No  N/A  *  0  (3,012)  0
AR  Star Station One (0405002)  No  N/A  *  0  1,800  0

  Total Non-Federal Subawards  $320,648  $289,536  $446,242  $105,411
  Total Federal and Non-Federal Subawards  $613,828  $359,300  $1,118,808  $557,385
               

* These vendors were paid for services rendered but there were no contracts. 
** To compute Overhead Rate for Modified Total Direct Costs, Subawards > $25,000 at the beginning of the subaward period are excluded from 
Overhead Allocation Base.  The subaward costs of $557,385 are excluded from the Overhead Allocation Base. 
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Schedule E 
Bishop Museum 

Excess Fringe Benefits and Associated Overhead 
Billed to the Federal Government 

Fiscal Year 2000 
 

 
 
 

Account 

  
 

Salaries: 
Project 

  
Salaries: 
Overhead 

Units 

 Salaries: 
Meetings 
& Admin 

  
Salaries:
Wages- 
Casual 

 
 

Total 
Salaries 

Estimated
Fringe 
Benefit 

Rate 

Actual
Fringe
Benefit

Rate 

 
Excess 
Fringe 

Benefits 

  
Allowed 

Overhead
Rate 

 
Excess 

Fringe & 
Overhead

0101005  $    3,059  $             0  $              0  $            0 $       3,059 35.51% 32.89% $         80  44.00% $         115
0101006  27,424  0  0  0 27,424 35.51% 32.89% 719  00.00% 719
0101009  4,964  0  0  0 4,964 35.51% 32.89% 130  50.80% 196
0201009  21,047  0  0  11,262 32,310 35.51% 32.89% 847  44.00% 1,219
0201026  399  0  0  0 399 35.51% 32.89% 10  00.00% 10
0201036  5,953  0  0  0 5,953 35.51% 32.89% 156  00.00% 156
0201039  4,246  0  42  7,626 11,914 35.51% 32.89% 312  25.00% 390
0301005  19,540  0  2,986  0 22,526 35.51% 32.89% 590  00.00% 590
0301009  5,632  0  0  0 5,632 35.51% 32.89% 148  00.00% 148
0301010  1,094  0  0  0 1,094 35.51% 32.89% 29  44.02% 41
0301013  46,912  0  0  4,281 51,193 35.51% 32.89% 1,341  50.80% 2,023
0301014  5,346  0  0  687 6,033 35.51% 32.89% 158  00.00% 158
0301020  18,621  0  0  0 18,621 35.51% 32.89% 488  50.80% 736
0301021  3,023  0  0  0 3,023 35.51% 32.89% 79  50.80% 119
0301022  2,380  0  0  5,997 8,377 35.51% 32.89% 219  44.00% 316
0301025  5,005  0  0  0 5,005 35.51% 32.89% 131  15.00% 151
0301039  3,093  0  0  5,108 8,201 35.51% 32.89% 215  50.80% 324
0302000  6,269  0  596  678 7,542 35.51% 32.89% 198  44.02% 285
0302003  10,868  0  0  7,510 18,379 35.51% 32.89% 482  00.00% 482
0302009  12,737  0  0  0 12,737 35.51% 32.89% 334  48.60% 496
0303002  408  0  0  0 408 35.51% 32.89% 11  10.00% 12
0303004  33,753  0  0  0 33,753 35.51% 32.89% 884  50.80% 1,334
0304002  6,509  0  0  15,914 22,423 35.51% 32.89% 587  48.60% 873
0304003  15,250  0  0  929 16,179 35.51% 32.89% 424  44.00% 610
0304004  5,172  0  0  0 5,172 35.51% 32.89% 136  48.60% 201
0305001  644  0  0  0 644 35.51% 32.89% 17  00.00% 17
0501001  41,898  0  976  5,650 48,524 35.51% 32.89% 1,271  50.80% 1,917
0501011  32,513  0  1,624  2,043 36,181 35.51% 32.89% 948  50.80% 1,429
0502001  20,061  0  41  265 20,367 35.51% 32.89% 534  50.80% 805
0502003  8,291  0  2,085  0 10,377 35.51% 32.89% 272  50.80% 410
0502005  53,048  0  1,592  0 54,640 35.51% 32.89% 1,432  50.80% 2,159
0502012  20,838  0  111  1,614 22,563 35.51% 32.89% 591  50.80% 891
0502013  14,001  0  3,071  0 17,072 35.51% 32.89% 447  50.80% 674
0504003  13  0  0  0 13 35.51% 32.89% 0  50.80% 1
0504004  172,282  796  168  0 173,245 35.51% 32.89% 4,539  50.80% 6,845
0504012  28,809  0  3,859  13,332 46,000 35.51% 32.89% 1,205  50.80% 1,817
0504013  5,621  0  7,406  60 13,086 35.51% 32.89% 343  50.80% 517
0504014  13,732  4,106  11,672  0 29,510 35.51% 32.89% 773  50.80% 1,166
0504015  35,171  0  2,264  0 37,435 35.51% 32.89% 981  50.80% 1,479
0504016  12,026  0  9,596  0 21,621 35.51% 32.89% 566  50.80% 854
0504017  24,918  0  36,961  5,409 67,288 35.51% 32.89% 1,763  50.80% 2,659
0504018  16,684  0  2,409  1,832 20,925 35.51% 32.89% 548  50.80% 827
0504019  273  0  938  0 1,211 35.51% 32.89% 32  50.80% 48
0504020  10,296  0  969  0 11,264 35.51% 32.89% 295  50.80% 445
0505001  20,007  0  0  0 20,007 35.51% 32.89% 524  50.80% 790
0602005  574  0  0  0 574 35.51% 32.89% 15  50.80% 23
0602015  1,409  2,475  0  0 3,884 35.51% 32.89% 102  50.80% 153
0602028  1,889  0  0  0 1,889 35.51% 32.89% 49  50.80% 75
0602032  5,040  0  0  0 5,040 35.51% 32.89% 132  50.80% 199
0701002  24,236  0  0  2,725 26,961 35.51% 32.89% 706  50.80% 1,065
0801103  9,018  12  99  0 9,128 35.51% 32.89% 239  50.80% 361
0801109  27,461  0  0  0 27,461 35.51% 32.89% 719  50.80% 1,085
0802100  966  0  6  0 972 35.51% 32.89% 25  50.80% 25

Total  $870,423  $      7,389  $     89,471  $   92,923 $1,060,206   $  27,777   $    40,440
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Schedule F 
 

Bishop Museum 
Excess Currency Charges 

on Award Number 
DEB-9707928 

 
 

Provider/Recipient 
 

Date 
 

Amount 
   Questioned 

   Cost 
 

Remarks 
ANZ Bank-Madang BR/PROJ 07/15/1999 $   7,000 $            3,006 Advance for period 7/26/99-8/99 for expenses of 

10175.50 Kina PNG  (Papua New Guinea) for 
0302008 (DEB-9707928).  On the transfer date 
(7/15/99) the bank used an exchange rate from 
USD to PNG Kina of 2.5478.  10175.50 Kina = 
$3,994  (10175.50/2.5478 = $3,994. The excess 
amount claimed = $3042 ($7000-$3994 = $3006). 

     
ANZ Bank-Madang BR/PROJ 09/15/1999 7,000 1,673 Advance for period 9/24/99-11/99 for expenses of 

15622.79 Kina for 0302008 (DEB-9707928).  On 
the transfer date (9/15/99) the bank used an 
exchange rate from USD to PGK of 2.9326.  
15622.79 Kina = $5,327.  (15622.79/2.9326 = 
$5,327).    The excess amount claimed = $1712 
($7000-$5327 = $1,673). 

     
ANZ Bank-Madang BR/PROJ 12/17/1999 7,000 3,192 Advance for period 12/17/99-1/00 for expenses of 

10020.81 Kina for 0302008 (DEB-9707928).  On 
the transfer date (12/17/99) the bank used an 
exchange rate from USF to PGK of  2.6316.  
10020.81 Kina = $3,808 (10020.81/2.6316= 
$3,808).  The excess amount claimed = $3422 
($7000-$3808 = $3,192). 

     
ANZ Bank-Madang BR/PROJ 02/28/2000 7,000 4,059 Advance for 2/2000 for expenses of 8913.33 Kina 

for 0302008 (DEB-9707928).  On the transfer date 
(2/18/00) the bank used an exchange rate from 
USD to PGK of 3.0303.  8913.33 Kina = $2,941 
(8913.33/3.0303 = $2,941).  The excess amount 
claimed = $4,058 ($7000-$2941 = $4,059). 

     
ANZ Bank-Madang BR/PROJ 03/28/2000 7,000 (1,296) Advance for 3/2000 for expenses of 21832.21 

Kina for 0302008 (DEB-9707928).  On the 
transfer date (3/28/00) the bank used an exchange 
rate from USD to PGK of  2.6316.  21832.33 Kina 
= $ 8,296 (21832.21/2.6316  = $8,296 ).  The 
amount underclaimed was $1608 ($8,296-$7,000 
= $1,296). 

     
ANZ Bank-Madang BR/PROJ 06/15/2000 7,000 (4,748) Expenses for 4/00-06/00 of 27675.40 Kina for 

0302009 (DEB-9707928).  On the transfer date 
(6/15/00) the bank used an exchange rate from 
USD to PGK of 2.3557.  27675.40 Kina = $11,291 
(27675.40/2.23557= $11,748). The amount 
underclaimed was $4,748 ($11,748-$7000 = 
$4,748). 

Total Questioned Costs $            5,886  
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APPENDIX 
 
 

BISHOP MUSEUM 
Honolulu, Hawaii 

Responses to Draft Audit Report 
Received March 8, 2003 

Recommendations as stated in Audit Report 
Auditee’s Response:  Verbatim Response from Bishop Museum 

 
 
Internal Control Finding 
  
Material Weakness 
 
Recommendation 

 
We recommend that the Directors of NSF’s Division of DACS and DGA require that Bishop 
Museum 1) develop written policies and procedures for preparing indirect cost proposals; and 2) 
train its accounting staff so that it develops sufficient expertise to prepare future indirect cost rate 
proposals that comply with all applicable Federal requirements, especially those in OMB 
Circular A-122.  

 
Auditee’s Response 
 
Bishop Museum will plan to document its indirect cost proposal policies and procedures and use 
this opportunity to train its staff on preparing future indirect cost rate proposals in compliance 
with OMB Circular A-122. 
 
 
Compliance Findings 
 
Finding 1:  Unallowable Costs 
 
Recommendation 1 
 
We recommend that the Directors of NSF’s DACS and DGA require Bishop Museum to develop 
and implement written policies and procedures to segregate unallowable costs, and to maintain 
separate account codes in order to record unallowable expenses, including codes to segregate 
assets purchased by government funds from other assets.   
 
Auditee’s Response 
 
In general, we agree with the recommendations on improving policies and procedures for 
unallowable costs and developing separate account codes for recording unallowable expenses.  
However, we take exception to two of the items cited in this finding of the audit report.   
 
Item 1: Bishop Museum included $46,128 of Legal and Accounting costs as fundraising cost in 
its indirect cost proposal. 
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The $46,128 of Legal and Accounting expenses include an amount of $40,094 related to double 
recording for accounting related services, an otherwise allowable indirect expense. 
 
Item 2. Bishop Museum included $5,280 of unallowable entertainment costs in its indirect cost 
pool. 
 
OMB Circular A-122 does provide that costs incurred to promote employee morale, health and 
welfare are allowable.  The majority of the entertainment costs cited by the auditor were related 
to Museum sponsored activities and intended to improve employer and employee relationships, 
employee morale, and overall employee performance.  This amount totaled $2,232. 
 
Finding 2:  Indirect Cost Rate for Research Overstated 
 
Recommendation 2 

 
We recommend that the Directors of DACS and DGA require Bishop Museum to net a portion of 
revenues from its indirect cost pool, by either using an approach like the one used in this audit, or 
by using a Multiple Allocation Base Method, as described next. 

 
Auditee’s Response 
 
We do not understand the basis of the auditors’ finding.  The indirect cost proposal is based on 
an indirect cost rate that takes into account the total cost of operations.  The cost for supporting 
programs relating to information services and the general public were included in the program 
direct cost base of the indirect cost proposal and, therefore, an equitable allocation of 
administration and facility costs was already included in the indirect cost proposal. The arbitrary 
reduction of the indirect cost pool by netting fees from program revenue would serve to 
understate the actual calculation of indirect costs used to support the overall activities of the 
Museum.  Netting revenue against the indirect cost pool and not adjusting the direct program 
costs results in a distortion of the indirect cost rate calculation for the Museum’s overall program 
operations. 
 
Furthermore, the auditors have cited OMB Circular A-122, Attachment A, paragraph 5, related 
to applicable credits.  In accordance with the Circular, the credits typically relate to  purchase 
discounts, rebates, or allowances, recoveries or indemnities on losses, insurance refunds, and 
adjustments of overpayments or erroneous charges.  In our opinion, information service fees and 
Museum admission proceeds do not meet the criteria of applicable credits as stated in OMB 
Circular A-122. 
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Finding 3:  Use of Inappropriate Allocation Method 
 
Recommendation 3 
 
We recommend that the Directors of NSF’s Divisions of DACS and DGA require Bishop 
Museum to evaluate the use of the Multiple Allocation Base Method for calculating its indirect 
cost rate proposals to facilitate negotiation of indirect cost rates per program area. 
 
Auditee’s Response 
 
We do not agree with this audit recommendation.  We believe that the costs to implement a 
multiple allocation base will exceed the benefits in terms of data gathering and staff time.  In 
addition, according to OMB Circular A-122, Attachment A, section D, paragraph 2, the 
Simplified Allocation Method may be used when an organization’s major functions benefit from 
its indirect costs to approximately the same degree, which is applicable to Bishop Museum.  In 
addition, Bishop Museum does not receive more than $10 million in Federal funding of direct 
costs in a fiscal year and is not required to break out the indirect cost component into Facilities 
and Administration categories as stated in OMB Circular A-122, Attachment A, paragraph 2 e.  
Furthermore, a majority of the cost included in the indirect cost pool is administrative in nature 
and would, therefore, be allocable on a standard modified direct cost basis.  Given this fact, there 
would be insignificant differences in indirect costs allocated to discrete program areas.  
 
For additional clarification, we take exception to the auditors’ statement that revenue received 
should be subtracted from programs in which revenue is received.  As a result, the auditors have 
not supported their position that Bishop Museum disproportionately allocated indirect costs to 
each program by following the Simplified Allocation Method provided for in OMB Circular A-
122. 
 
Finally, when the Museum last negotiated the indirect cost rate with NSF, it is our understanding 
that the Simplified Allocation Method was requested and agreed to, over the Multiple Allocation 
Base Method.   
 
 
Finding 4:  Voluntary Services in Direct Cost Base Understated 
 
Recommendation 4 

 
We recommend that the Directors of NSF’s Divisions of DACS and DGA ensure that Bishop 
Museum values its voluntary services labor at hourly rates that include inflation adjustments.  
 
Auditee’s Response 
 
We do not agree with this finding to apply a CPI factor to that labor rate.  Based on the current 
labor market for similar work in other activities of the organization, the current labor market is 
$10 per hour and represents the fair market value of donated services.  The $10 per hour labor 
rate is more than reasonable given the current economic climate in labor markets experienced in 
Hawaii. 
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Finding 5:  Other Direct Cost Base Adjustments 
 
Recommendation 5 
 
We recommend that the Directors of NSF’s Divisions of DACS and DGA ensure that Bishop 
Museum add to in its direct cost base unallowable activity costs that represent activities that 
include the salaries of personnel, occupy space, and benefit from the organization’s indirect 
costs. 

 
Auditee’s Response 
 
We question the auditors’ adjustment to increase the direct cost base by $514,071.  Specifically, 
this amount included a $240,000 in-kind contribution by placing Bishop Museum’s name in a 
free publication circulated in Hawaii.  This is a free publication that required minimal support 
and oversight by Bishop Museum staff.  As indicated by the auditors, the nature of this in-kind 
contribution did not consume salaries of personnel, occupy space, or require any significant 
support of the organization’s indirect costs.  Accordingly, at a minimum, $240,000 of the 
$514,071 should be excluded as a direct cost adjustment for the purposes of determining the 
indirect cost rate. 

 
 
Finding 6:  Use of Incorrect Direct Cost Base 
 
Recommendation 6 
 
We recommend that the directors of NSF’s DACS and DGA requires Bishop Museum to use the 
modified total direct cost base required by agreements negotiated with NSF as its base for 
calculating proposed indirect cost rates. 
 
Auditee’s Response 
 
We agree with the recommendation and will implement a separate expense code for capturing 
subcontractor costs in excess of $25,000 for use in developing the modified total direct cost base 
for indirect cost rate purposes. 
 
Other Matters 
 
Finding 1:  Over-Recovery of Fringe Benefits and Associated Indirect Costs 
 
Recommendation 1 
e recommend that the NSF Divisions of DACS and DGA require Bishop Museum to return 
$40,440 excess fringe benefits and associated indirect costs to the Federal Treasury. 
 
Auditee’s Response 
 
The standard practice by Bishop Museum is to use an estimated Fringe Benefit rate for the 
period, and subsequently calculating the actual rate for the fiscal period and carrying forward any 
adjustments to future periods for developing future Fringe Benefit rates.  In essence, the Bishop 
Museum is following the fixed with carry forward provision as provided for in OMB Circular A-



38 

122 to account for its Fringe Benefit costs.  Accordingly, the $40,440 excess fringe benefits 
determined by the auditors will be adjusted in Fringe Benefit rates for future periods. 
 
 
Finding 2:  Current-Exchange Rates Too High 
 
Recommendation 2: 
 
We recommend that the Directors of NSF’s DACS and DGA determine if Bishop Museum 
adjusted for the currency exchange discrepancies at the end of the award, currently listed in NSF 
records as 9/30/01; and if not, require Bishop Museum to repay NSF for the $6,318 of over-
charges due to inaccurate currency conversions.  We also recommend that the Directors require 
Bishop Museum to develop written policies and procedures for currency conversions on awards 
with expenses recorded in foreign currencies.  
 
Auditee’s Response 
 
Based upon follow up discussions with the Museum staff involved, the conversion rate used to 
convert U.S. dollars to PNG Kina was the actual rate obtained from the bank when the currency 
was exchanged.  Exchange rates change daily and are almost always less than the rates listed in 
the newspapers and currency conversion websites; the reason being that many newspapers and 
websites list the interbank rate, which is the best rate that can be obtained among banks.  The 
difference between the rates given over the counter at a bank and the interbank rate could be up 
to, and sometimes greater than, 10%.  We have no control over the conversion rates that we 
receive from the bank.  The effective rate that we receive, less any fees, can be substantiated by 
Kina based bank statements.  Given the documentation that was provided, we disagree with this 
finding by the auditors. 
 
 
Finding 3:  Over-Recovery of Indirect Costs 
 
Recommendation 3: 
 
We recommend that Directors require Bishop Museum to repay NSF $4,371 of excess indirect 
costs claimed in FY 2000. 
 
 
Auditee’s Response 
 
We disagree with the auditors’ claim that there was an excessive indirect cost rate.  The basis for 
the claim is predicated on their adjusted 40.93 percent rate as stated in this report.  As noted 
throughout our response to this report, we question a number of adjustments and interpretations 
of OMB Circular A-122 cited by the auditors.  In fact, we question the revenue adjustment made 
to the indirect cost pool for revenue received from information service activities and Museum 
admissions while the total costs to support these activities are still included in the direct cost 
base.  In addition, $240,000 of in-kind advertising in a free publication circulated in Hawaii does 
not require significant indirect cost support on behalf of the Museum.  The reversal of these two 
adjustments to the auditors’ proposed rate results in a revised indirect cost rate of 49.5 percent. 
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Adjusted Indirect Cost Rate: 
$3,538,085 ($3,022,259+$515,826) / 7,144,263 ($7,384,263-$240,000) = 49.5 percent 
 
Finding 4:  Prior Audit Findings 
 
Recommendation 4: 
 
We recommend that the Directors of NSF’s Divisions of DACS and DGA verify whether Bishop 
Museum has addressed all seven issues listed above, and if it has not, to take appropriate action 
to ensure that the Museum does adequately implement steps to address these management letter 
findings. 
 
Auditee’s Response 
 

• Payroll Reconciliations - The lag in performing reconciliations was a result of the 
changeover in personnel responsible for preparing payroll information.  This problem has 
been corrected and the new individual has been trained to properly perform this 
responsibility, and is currently completing the reconciliations on a timely basis. 

 
• Documentation of Unconditional Promises to Give and Contributions Received  - 

The Development Department has developed a formal process to ensure that: 

1. Sufficient evidence is maintained. 

2. Pledges and contributions received are recorded on a timely basis.  A new 
Development system has been implemented which makes this process much easier. 
The old system was a manual process.   

• Evaluation of Long-Lived Assets - The Museum is in the process of reviewing all of its 
policies and procedures, including the policy governing investment properties.  The Chief 
Financial Officer reviews the values of its real estate holdings at least annually, and other 
investments at least quarterly.  As part of the annual review, a formal evaluation will be 
completed and documented.  

 
• Timely Submission of Reports to Federal Agencies: 

1. Performance Reports - It is the responsibility of the principal investigator to file 
performance reports on a timely basis.  The Museum has recently hired a new staff person 
whose primary responsibility is to assist in managing the larger Federal grants and completing 
reports to the Federal agencies, including NASA.  We anticipate that this will allow the 
Museum to file reports on a timely basis. 

2.  Federal Cash Transaction Reports - The lag in preparing the reports was a result of 
both the changeover of personnel, which has been corrected, and the late receipt of 
information needed from parties outside of the Museum, specifically from the University 
of Hawaii at Hilo.  We have since instituted procedures and formal deadlines to ensure 
the necessary information is received on a timely basis.  Since then, Federal Cash 
Transaction Reports have been filed on a timely basis.  

 
• Procurement Policy - The Museum has subsequently updated its procurement, bids and 

quotations policy.  The updated policy increases the threshold requiring competitive 
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bidding from $2,500 to $5,000.  In addition, we have discussed with key staff the 
necessity of maintaining appropriate and complete documentation to adequately support 
its purchases. 

 
• Bids and Quotations Policy - In addition to the above, the Museum has revised its bids 

and quotations policy to require the following procedures be followed for all federal 
grants: 

1. Avoid purchasing unnecessary items; 

2. Where appropriate, perform an analysis of lease and purchase alternatives to determine 
which would be the most economical and practical procurement for the Federal 
Government; 

3. Obtain solicitations for goods and services that include certain requirements; and 

4. Positive efforts shall be made to utilize small businesses, minority-owned firms, and 
women’s business enterprises, whenever possible. 

 
• Documentation of Subrecipient Monitoring – The Museum created a Subrecipient 

Monitoring policy effective March 2002.  This includes requirements that subrecipient 
monitoring activities be documented in accordance with federal rules and regulations.  
We will ensure that the principal project managers that oversee subrecipient activities 
request, obtain, and maintain the minimum documentation required by the Federal 
Government. 

 
 
 
 
 




